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Lumber Costs
By Edmund M. Meyer

One of the most important items to be considered in account
ing for lumber manufacturers is the method employed in deter
mining costs of lumber produced. In a large percentage of mills
an average cost per thousand feet or, worse still, an arbitrary
value, is used. This article will attempt to show the results of
several methods of determining costs.
The principal methods employed may be enumerated as
(1) Average mill-run cost.
(2) Average mill-run cost by species.
(3) Arbitrary value.
(4) Cost allocated to species and grades.

No attempt will be made to discuss the various and complex
conditions encountered in lumber accounting nor the different
items of expense entering into the cost.
The operations of the average lumber company consist of
1. Logging,
2. Transportation,
3. Sawing logs into lumber.
Some companies produce all their logs from their own stump
age; others produce part and purchase part from outside con
tractors. The logs are of no value for lumber until they are
delivered to the sawmill—hence the principal elements to be con
sidered are cost of logs at mill and sawmill expense.
There is considerable argument as to whether the planing-mill
expense is part of the cost of lumber produced or an expense
incident to the sale. In view of the fact that not all lumber is run
through the planer, it should be considered as an expense incident
to the sale. If there is any surfaced lumber in the inventory, the
cost of planing may be added thereto.
This article will deal with a typical mill in the northwest. The
figures shown herein are taken from the records of a particular
mill in order that the results obtained may be fairly accurate.
While the market values shown are not necessarily authentic, they
are sufficiently representative for the purposes of this article.
The cost of various species of logs may vary greatly, depend
ing upon whether the company cuts its own stumpage or purchases
logs from outsiders.
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The production of lumber for the year 1920 was
Species
Feet
White pine ..................................... 3,806,348
Western pine .................................. 290,284
Mixed ............................................ 9,367,784

13,464,416

% of total
28.27
2.16
69.57
100.00%

The cost of logs sawed was
White pine ........................................................... $ 57,875.16
Yellow pine .........................................................
2,243.80
Mixed .................................................................... 118,975.94
Total .................................................................. $179,094.90

The total sawmill expense in producing the above number of
feet was $74,961.58.
From the foregoing data the costs determined under the sev
eral methods mentioned can be readily obtained.
Average Mill-Run Costs
Under the average mill-run cost method, the total cost of
producing lumber is divided by the total number of feet produced,
in determining the cost per thousand board feet.
Cost of logs ......................................................... $179,094.90
Sawmill expense .................................................. 74,961.58

Cost of lumber manufactured ........................... $254,056.48

The total cost of $254,056.48 divided by 13,464.416 gives
an average cost of $18,868 per 1000 feet of lumber produced.
This cost of $18,868 is applicable to high-grade white pine as well
as low grades of other species.

Average Mill-Run Cost By Species
Lumber in the northwestern states is classified under three
general headings, white pine, western pine and mixed. Yellow
pine is often called western pine and soft pine.
In determining costs under the “average mill-run cost by
species” method, the same procedure is followed as under the
first method, except that a segregation is made of species. The
sawmill expense is distributed among the several species on the
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percentage which the number of feet of each species produced
bears to the total production. This percentage is shown in a
previous paragraph.
Cost of
production
Logs
White pine .......... ........... $ 57,875.16
Western pine ....... ...........
2,243.80
Mixed ................... ........... 118,975.94

Sawmill
expense
$ 21,191.64
1,619.17
52,150.77

Total
$ 79,066.80
3,862.97
171,126.71

Totals ................ ........... $179,094.90

$ 74,961.58

$254,056.48

By dividing the total cost of production of each species by
the total production of that species the following costs are
obtained.
White pine ..........................................$20.77'2 per 1,000 feet
Western pine ..................................... 13.307 “
“
“
Mixed ................................................ 18.267 “
“
“

Arbitrary Value
There is little to be said about the arbitrary-value method, as
it is merely the value placed upon the lumber by the officers of
the company and may or may not represent a fair value.

Cost Allocated to Species and Grades
Allocating cost to species and grades is by far the most satis
factory method of determining costs, as it does not burden the
low grades with a cost that exceeds the selling price. Each grade
is valued at its value relative to all other grades and will generally
show a profit upon its ultimate sale.
This method is becoming more popular all the time and is in
use by many of the largest companies in the country.
The only data required for allocating costs are
(1) The separation of costs as to species shown under the
second method of determining costs;
(2) Market value at the close of the accounting period of
each class of lumber produced during the period.
Following is a schedule showing the total production of each
class of lumber, its market value at December 31, 1920, and the
total value, which is the product of the two. The total of all the
products is the market value at December 31, 1920, of the total
production.
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Grade
White pine:
D and better .....................
No. 1 common...................
“ 2
“ ....................
“ 3
“ .................... ..
“ 4
“
....................
“ 5
“ ....................

Feet
produced
351,170
275,600
976,864
1,331,658
658,754
212,302

Market value
per 1000 feet
$132.50
87.50
56.50
40.75
28.00
19.00

Total
Value
$46,530.03
24,115.00
55,192.82
54,265.06
18,445.11
4,033.74

Total white pine ............

3,806,348

Western pine (yellow pine) :
D and better .....................
No. 2 common....................
“ 3
“ ....................
“ 4
“ ....................
“ 5
“ ....................
Total western pine .........

51,330
89,820
79,682
61,424
8,028
290,284

$87.00
35.00 .
27.50
24.00
15.00

$4,465.71
3,143.70
2,191.26
1,474.18
120.42
$11,395.27

198,520

$66.25

$13,151.95

1,443,894
284,690

35.25
22.00

50,897.26
6,263.18

$202,581.76

Mixed:
Spruce ................................
White fir—
No. 3 and better ........... ..
No. 4 and 5 common ....
Cedar—
D and better ..................
Common ......................... .
Red fir and larch—
D and better ..................
Common ......................... ..

24,000
100,614

62.00
22.50

1,488.00
2,263.82

798,498
6,517,568

50.00
14.25

39,924.90
92,875.34

Total mixed ........... • •

9,367,784

$206,684.45

Total all grades ....... .

13,464,416

$420,841.48

By reference to the “average mill-run cost by species,” we
find that the cost of white pine production was $79,066.80. This
cost is 39.02 per cent. of its market value at December 31, 1920.

($79,066.80 ÷ $202,581.76 = 39.02 per cent.)
Therefore the cost of each grade of white pine is 39.02 per
cent. of its market value.
The same method is followed for yellow pine and mixed
lumber. The percentage which cost of yellow pine and mixed
lumber is of market is 33.89 per cent. and 82.72 per cent,
respectively.
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Comparison of Methods
Under the first, second and fourth methods of determining
costs the following costs per thousand feet are obtained.
(1) Average mill-run cost
All lumber valued at $18,868 per 1000 feet.
(2) Average mill-run cost by species
White pine (all grades) ......... $20,772
Western pine (all grades) ........... 13.307
Mixed (all other species) ............. 18.267
(4) Cost allocated to species and grades
White pine—
D and better ............................... $51,702
No.1 common............................... 34.143
“
2
“
22.046
“
3
“
15.901
“
4
“
10.926
“
5
“
7.414
Western pine (yellow pine) —
D and better ........................... 29.484

are sold and the low grades remain in the inventory, then the
No. 2 common. 11.862
“ 3
“
9.320
“4
“
8.134
“ 5
“
5.084
Mixed—
White fir:
Spruce ...................................... 54.802
No. 3 and better..................... 29.159
No. 4 and 5.............................. 18.198
Cedar:
D and better ........................... 51.286
Common .................................. 18.612
Red fir and larch :
D and better ....................... 41.360
Common .................................. 11.788

If the percentage of all grades that was produced is main
tained in the inventory either the first or second method may be
adopted with little or no harm. However, if the better grades
inventory (if valued by either of these two methods) may exceed
the market value.

In the present period of declining prices, the method by which
inventories are valued is of great importance and the rule of
“cost or market whichever is lower” should be the basis of
valuation.
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A schedule of the market prices at April 30, 1921, will serve
to emphasize the desirability of allocating costs.
Market value
White pine:
April 30,1921
D and better............................................... $132.50
No. 1 common............................................ 82.50
“ 2
“
51.50
3
“
33.75
“ 4
“
19.00
“ 5
“
12.00
Western pine:
D and better.............................................. 89.00
No.2 common.............................................. 30.00
“ 3 “
20.50
“ 4 “
15.00
“ 5 “
8.00
Spruce ........................................................... 66.25
White fir:
No. 3 and better......................................... 30.25
No. 4 and 5................................................ 19.00
Cedar:
D and better.............................................. 52.00
Common .................................................... 18.50
Red fir and larch :
D and better ......................................... 47.00
Common .................................................... 12.25

It may be argued that it costs as much to fell, transport and
saw a log which produces low-grade as one that produces high
grade. This is true, but the lumber manufacturer strives to
produce high-grade and the production of low grades is inci
dental thereto. Low-grade lumber may be likened to by-products
in other lines of business.
Income-tax Rulings
Article 1587 of regulations 45, promulgated January 28, 1921,
reads as follows:
1. Because of the impracticability of determining accurately the costs
properly assignable to each species, grade and dimension of lumber making
up the product of the mill, lumber manufacturers may use as a basis for
pricing inventories the average cost to the manufacturer of producing the
inventoried products during the taxable year for which the return of net
income is made.
2. If the quantity of lumber on hand at the time of inventory is greater
than the total quantity of lumber produced during the current taxable year,
it is evident that the excess stock has been carried over from the previous
year’s production, and such excess shall be valued at the average cost of
production for the preceding taxable year.
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3. A taxpayer who regularly allocates in his books of account such aver
age cost to the different kinds and grades of lumber in proportion to the
selling value of such kinds and grades may, subject in each case to the
approval of the commissioner upon audit of the return, make his returns of
net income on that basis.
4. The term “lumber manufacturer” as used in this article means a person
who manufactures lumber from logs, as distinguished from a remanufac
turer of lumber.

Article 1584, relative to goods in process of manufacture,
reads in part as follows :
. . . Goods in process of manufacture may be valued for purposes of
the inventory on the lowest of the following bases: (1) the replacement
or reproduction cost prevailing at the date of the inventory; or (2) the
proper proportionate part of the actual finished cost; or, under abnormal
conditions, (3) the proper proportionate part of the sales price of the
finished product, account being taken in all cases of the proportionate part
of the total cost of basic elements (materials, labor and burden) represented
in such goods in process of manufacture at the stages at which they are
found on the date of the inventory. . . .

This ruling has a great bearing on the value of logs on hand
and in process of manufacture.
If lumber is generally shipped in the rough, as it comes from
the sawmill, it will be a finished product. However, if the rough
lumber is generally surfaced, resawed or cut into match blocks,
or if any further process is performed before shipment, it is
“goods in process of manufacture,” and not “finished goods.”
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